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I

4, 1911 SW Campus Drive
¥ Federal Way, WA 98023-6473

September 6, 2005

The Honotable Chtistine Gregoire
Governor of the State of Washington
PO Box 40002

Olympia, WA 98504-0002

- Dear Governor Gregoire:

Public Knowledge, LI.C is pleased to submit this Otganizational and Operational Review of the
Washington State Liquor Control Board (WSLCB). This report would not have been possible without the
full and enthusiastic suppott of the Board membets, Administrative Director, Deputy Administrative
Director and management of WSLCB.

The review recommends an optimal organizational stracture created by the delegation of additional
management responsibilities to the Administrative Ditectot, the consolidation of the Purchasing,
Distribution and Retail Sales Divisions into a single Retail Services Division, and the development of a
plan to transition the Board from its current sixty petcent salaried status to a voluntaty Board meeting

- monthly. The review recommends several operational efficiencies, documents and validates the revenue

projection methodology used by WSLCB and also identifies any potential public safety challenges related
to these projected trends. ‘

We found that WSLCB leadership is performing well and cuttently enjoys the strong support of
stakeholders including the regulated industrdes: The creation of an Administrative Ditector and the
increasing management capabilities of WSLCB should allow the Board to successfully fulfill its policy,
legislative and judicial requirements as 2 voluntaty body. However, we have found operational issues of
concern: primarily the lack of critical infrastructure - information technology, management information,
training tesources, replacement parts for key equipment — that will hinder WSLCB’s ability to meet key
Agency goals, in particular, increasing revenue to the state. The situation likely results from the Agency’s
inability to reinvest sufficient revenues to meet infrastructure needs and tepresents the biggest challenge to
WSLCB. :

Addressing this challenge will require legislative action such as allowing WSLCB to opetate in an enterprise
business model. The longtime benefits to the state, we believe, overshadow the immediate savings that
would result from converting the Board to a voluntary status. A well - planned transition to a voluntary
Boatd should avoid the disruption and potential lack of focus that could hinder the Agency’s ability to
meet this challenge. :

Thank you for this opportunity to be of service. ” DEEE(';:?BAS-T'S
Siﬁcerely, -CASE
: ) | NO. C04-0360P
Gerry Brodsky : ‘
- 503.581.0878 h?c()l..ﬂBlT 587
GBrOdSky @PUbknow'com S —————e—
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Executive Summary: -
Liquor Control Board Independent Review

. The Washington State Liquor Control Board (WSLCB) received a request Feb. 10, 2005, from -

Gov. Christine Gregoire to conduct an independent review of the agency and research five areas
of performance and organization related to its dual mission of revenue generation and public
safety.

The Board hired a consultant, Public Knowledge, LLC, 1o conduct the independent review.
Public Knowledge, a project specialist experienced working with business management and
technology issues, skilled in bridging the gap between executive expectations and day-to-day
operations. The firm also has substantial experience working with boards and governmental
agencies.

This Executive Summary focuses on four of the five issues outlined in the Govemor’s request:

1. Our projected revenue growth for the next five to 10 years
2. The impact of increased sales on public safety

3. Operational and policy efficiencies

4. Optimum organizational structure including the board

The fifth issue, a request for an analysis of overall working relationships between employees and
managers of the WSLCB organization, was addressed separately in an employee survey
conducted by the Department of Personnel (DOP).

Revenue Growth Forecasting

Analysis

Public Knowledge analyzed past and current revenue trends. They found the agency’s revenue
projections of about 5 percent annual sales growth to have been accurate each of the last four
years. Revenue is projected to increase by 5.45 percent in FY 06 and 5.3 percent in FY 07.

Public Knowledge indicated that further investment in information technology infrastructure was
needed to keep pace with advancements in retail software applications. The agency should
capitalize on this information and focus on identifying, collecting or using data that could
enhance revenue generation or forecasts.

@

‘The Report’s Recommendations

- o The information technology system needs to support the agency’s retail business. The
system should be able to capture the necessary data either to calculate the cost of goods
sold or share appropriate data with an accounting system that can calculae this figure
down to the store level. This will allow the agency to develop more accurate revenue
forecasts and manage retail operations more efficiently.

+ In addition, the system should capture inventory and related revenue data in appropriate
units for the liquor industry (i.e. bottles, cases, efc.). -
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Agency’s Response

The agency has allocated additional resources to improve its revenue forecasting capability and
its retail management capability. The agency installed a new Point-of-Sale system in June 2005
with expanded inventory reporting capability and is making additional improvements to allow it
to capture additional data for management use. More than $2.26 million in information
technology infrastructure improvements are scheduled for this biennium. It is expected that with
these improvements the system will be able to produce more accurate and timely information to
enable more informed planning and decision making.

Public Safety Challenges Related to Revenue Growth

Analysis

Public Knowledge examined the relationship between increased liquor sales and consumption
rates to determine if revenue growth would produce higher levels of consumption. They
determined that recent annual sales increases have been due primarily to increases in the state’s
drinking-age population, not increased consumption rates.

“Based on the analysis of the current revenue forecasts and historical per capita consumption
rates, there is no indication liquor consumption will increase significantly as liquor revenues rise
over the short term,” the report stated.

The report indicated that costs for treating alcoholism and related illnesses were increasing
nationally and that minimal growth in WSLCB revenues would not be sufficient enough to offset
the annual percentage increase in health care treatment costs for alcohol abuse related illnesses.

The Report’s Recommendation ’

» If the revenue distribution percentage to drug and alcohol abuse treatment programs is not
increased at essentially the same rate as the growth in health care costs, fewer individuals

; seeking services will be able to receive them each year.

Agency’s Response

The agency is placing increased emphasis on creating a more effective statewide alcohol

awareness effort and on working more collaboratively with the state’s treatment and prevention

communities. The 2005 Legislature provided start-up funding for the alcohol awareness

program. The agency has developed a plan for this program and is in the process of recruiting for

the alcohol awareness manager position. This will include seeking grants from federal, state and

private agencies.

Operational & Policy Efficiencies

Analysis :
Public Knowledge examined the agency’s operational and policy structure to determine if recent

changes in these areas had been successful and to identify additional changes that mlght increase

productivity or efficiency. Stakeholders were asked their opinions about the agency’s current
operational structure.

In general, stakeholders are pleased with the improvements being made in the agency, which
achieves high levels of performance compared to similar control states, the report stated.
Stakeholders strongly believe the agency must continue its current emphasis on strategic and
long-range business planning to achieve continued success. An analysis of the retail supply chain
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revealed considerable performance problems and opportunities for improvements in key areas
such as product inventory and in the organizational structure of the retail supply chain operation.

“Overcoming these challenges and realizing the performance opportunities will require
gubematorial and legislative support in the 2007 session, as well as consensus-building among
stakeholders. We believe WSLCB has the requisite leadership expertise, the stakeholder and
industry support, and the confidence of the Govemor. Preparing for success in the 2007
legislative session will require effort and leadership from the entire Executive Management
Team.” — Public Knowledge Report

The Report’s Recommendations
+ Future revenue production hinges on making additional investments in information
technology, management information, training resources and physical plant maintenance.

» A Business Enterprise Model should be considered to provide timely business decisions.
Continued emphasis on developing a more analytical business model is a critical
component of this effort.

A more unified supply chain management system should be created by combining the
divisions of Purchasing, Distribution Center and Retzil Services into a single division with
a single director reporting to the Administrative Director.
Agency’s Response :
The agency has created a fully loaded cost model. The next step is to collect data and input it into
the model to create a more comprehensive analysis of the agency’s business activity. This will
be completed this fiscal year in preparation for proposing a Business Enterpiise Funding model
to the 2007 Legisiature.

The agency is considering the benefit of combining the Retail and Purchasing Divisions and the
Distribution Center into a single division with a single director reporting to the Administrative
Directo;. This decision is still under review.

Optimal Organizational Structure

Management Structure
Analysis
Public Knowledge examined current management responsibilities exercised by the Board and the

Administrative Director to determine if additional responsibilities should be turned over to the

director or retained by the Board.

In 2000 the Board began 2 transition from operational control to policy development and the
position of Administrative Director was created to manage the agency’s day-to-day operations.
In 2001, the Board approved WAC 314-42-010 delegating specific operating duties to the
Administrative Director. This action also reduced Board work time and pay to 60 percent,

The Board has continued to delegate additional administrative responsibilities to the
Administrative Director: management oversight of the policy, legislative and media relations
division and responsibility for division budgets.

This transition has helped the Board and Administrative Director and the agency focus on a
critical set of infrastructure, policy and administrative challenges that must be addressed to
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promote continued revenue growth and operational efficiency. The ability to focus on these
issues has resulted in increasing levels of stakeholder approval and support.

The Report’s Recommendation
» Delegate additional management responsibilities to the Administrative Director, including
approval of product listing and de-listing approval and administrative management of the
liquor stores and update WAC 314-42-010 to reflect these changes. ’

Agency’s Response . .
These items are under review and will be acted on when the report recommendations are
finalized. :

Board Structure

The Governor requested the review should consider the benefits of further evolving the function
and structure of the Board away from operational issues and toward greater focus on policy.
Public Knowledge analyzed six similar state agencies with regulatory responsibilities and
advisory boards. The comparison found that only the Liquor Control Board has salaried board
members who are state employess. : ' -

Public Knowledge also compared the Board’s organization and span of control to boards in other
control states, which differ widely in their approach to govemance. Six of those jurisdictions
have voluntary advisory boards. Seven have boards that receive compensation and work either
full or part time. Seven of the 13 control states, including Washington, have paid board
members. . :

The appointment of an Administrative Director, the development of a sound agency management

. team, the improvement in policy issue analysis, and the creation of alternative forums for
stakeholder participation will allow the Board eventually to execute its responsibilities through a
voluntary structure, the report indicated.

WSLCB enjoys strong support from its stakeholders and a precipitous move to avoluntary board
could undermine that support and distract agency leadership from its more important tasks, the
report stated. ’ .

The Repert’s Recommendations
+ The organization has set in motion a process that should continue - the move from a board
whose members directly managed agency operations to a board focused on policy.

* A transition plan developed by the Executive Management Team, which includes the
Board is called for to assure that the initial successes of the current ofganization can be
maintained as the move to a voluntary board is accomplished. :

* The current Board structure should continue through the 2007 legislative session, That is
not solely because the transition fo a voluntary board will require statutory changes. The
2007 legislative session will address WSLCB budget needs and we believe that both
legislative changes and budget enhancements are essential. -

Agency’s Response

After reviewing the Public Knowledge report, the Board addpted aresolution stating it did not
concur with the report’s recommendation to transition to a voluntary board. Two Board members .
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believe there is not a clear and compelling reason to carry out such a transition. The Board
Chairman supports the report’s recommendation to make such a transition. These
recommendations and responses are under review by the Governor.
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Executive Summary

Inuoduction

Covernor Cragoire asked for an

Endependent review and

recommendations. . .the WS1.CB
engaged Dublic Kniowlhdge to fulfl}

755 request,

Approach

Pebiic Knowwiedge
condricled
Interviens. .. yeseaiched
otber condrol states and
reglatory egendiss.
developed a set of
eriforia. . Jindings were

developed...and reviewed

Governor Gregoire asked for an independent review and
recommendations for the Washington State Liquor Control Board
{WSLCB) in the following areas:

* Conduct a review of the Board and the WSLCB management
structure and organization;
Prepare organizational alternatives inchiding a recommended optimal
organizational structure;

* Evaluate the WSLCB for performance and operational efficiencies;
and

* Research and validate projections on revenue growth for the next
five o ten years and in light of those projections to identify potential
public safety challenges related to these projected trends.

The WSLCB engaged Public Knowledge, LLC in an assessment of its
organization to fulfill Governor Gregoire’s request. The audience for
the final report is the WSLCB members, Agency management and the
Governor’s office. '

In order to have the appropriate context for making recommendations,
Public Knowledge conducted interviews with external stakeholders,
WSLCB members, and Agency management. We also researched other
Washington regulatory agencies, liquor control states, relevant statutes,
and inrernal management documents.

Using several principles and legislative intent that has historically guided
the work of the Agency, Public Knowledge developed a set of criteria for
reviewing the current organizational structure and performance of the
WSLCB. Findings for each criterion were developed based on the

with by E"”‘;‘””" understanding gained from our research. The findings resulted in draft
agement Leazn recommendations which were presented © the Executive Management
Team (EMT) EMT suggested changes, requested furthex analyses, and
completed a brief survey. This report incorporates the added analyses
and cur consideration of EMTs feedback.
Washingion Siate Liquor Control Board - 4
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Review of
Management
Structure &
Organization

After biving an Adwinistrative
Divector. .. the Board adopted o
sesolution lo move fo 0%
working bowys in Decomber 2001,

. Wersiearched. .. six Washington
agencies including tie Lotiery
Conriission, Gambling
Commission, and Horse Racing
Coreniission. . .ony the WSILLB
bas salaried Board members who

are skafe erplosees.

- Stakeholders are plussd with
the performiance and progress of the
WSLCB -

Alternatives for
the Organizational
Swucture and

The state of Washington, designated a “liquor control state”™, regulates
the manufacture, wholesale and retail distribution of liquor, wine, and
beer. The WSLCB, established in 1933, has a dual mission of generating
revenue and protecting public safety.

After hiring an Administrative Director to oversee operations, the three-
member Board adopted a resolution to move to 60% working hours in
December 2001. Board members changed their focus to policy, rules
and adjudicative responsibilities. A review of the meetings and
responsibilities of the Board mdicates that the Board continues to be
involved in operational activities and decisions.

The Administrative Director responsibilities include supervision of staff,
responsibilicy for the Board approved budget, contracts, purchase of
geods and services and other routine duties delegated by the Board.

We researched the organizational structure of six similac Washington
agencies including the Lottery Commission, Gambling Commission and
TTorse Racing Commission. All agencies have regulatory responsibilities,
full-time directors and voluntary boards/commissions. Only the WSLCB
has salaried Board members who are state employess.

Evaluation criteria were developed and corresponding findings
documented on the current management structure and organization of

the WELCB.

In general, stakeholders are pleased with the performance and progress
of the WSLCB. There is, however, concern that the Agency lacks a
consistent, shared vision that provides for future direction.

Five organizational alternatives were considered, the chief selection

criteria being an organizational structure that would enable the future
success of the WSLCB. With this in mind, we are recommending the
continuation of the current Board structure and further delegation of

Recommendations operational duties to the Administrative Director. The WSLCB should
transition to a voluntary Board structure at the conclusion of the 2007
) legislative session.
s R GIE rRORIIARAing )
the continnution of the . . . R
awerrent Board We recognize the WSLCB is facing considerable operational challenges.
stracture. . .the Board Overcoming these challenges and realizing performance improvements
should propars o - will require gubernatorial, legislative and stakeholder support in the 2007
”"’”“"";’ ai‘;; voluntary legislative session. A transition plan is called for to ensure the continued
success of the organization. WSLCB enjoys strong support of its
stakeholders and a precipitous move to a voluntary board could
A trnsition plan i calted for o Wermine support and distract Agency leadership- from more important
ensare continued suicess of the tasks.
organizakion.
Washington State Liquor Conirol Board ' 3. :
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Evaluation of the
WSLCB for
Performance and
Operational
Efficiencies

A omparison... with otber siniler
control states veveals a bigh
pafornting Agensy. .. managensent

“rawit develip a vinble plan bt

247 lead thert into the fdurs...

Owr resie fownd considerabl
pexforsvance problems n rhe
 operagional environmeit...

Our secommendations include
researching . . WSLCB becomting
an “Enterprise Agensy”.. it is
critial that . | a viobls operations
busingss naodel be developed. ..

Cuzrrently, the Board is constituted with no formal requirements for
Board qualifications. Our review considered possible changes including
requiring industcy experience, geographical location requirements, etc.
Tlowever, we are recommending no changes as the absence of satutory
req\.uremmts provides the most flexibility in selecting the best members.

The WSLCB’s primary operational responsibility is to manage the sale
and distribution of alcoholic beverages and provide for pubhc safety in
the prevention of the misuse of aleohol.

We conducted an evalvation of the WSLCB operations to determine
potenaal perfcrmance improvernents and efficiencies.

Evaluation critetia were developed and corresponding findings
documented.

In general, stakeholders are pleased with the improvements being made
in the Agency. A comparison of WSLCB with other similar control
states reveals a high performing Agency. ITowerver, there is a strong
message from stakeholders that management must continue to develop
and implement the Agencies Strategic and Retail Business plan or their
success will likely not continue.

Although improving operational policies and procedures recently have
been a priority of the agency , our xeview found considerable
performance problems in the operational environment inchiding
incomplete operational policies and procedures, basic technology
infrastructure, litde or no useable management data and severe problems
in the liquor supply chain.

The WSLCB Imanages a retail business in a 1 governmental environment
which makes increasing profit and improving operational efficiencies
much more difficult than their equivalent in the private secror.

Qur recornmendations nclude researching the opportunities and fisks
involved with the WSLCB becoming an “Enterprise Agency” and
reducing some of the govermnenlal constraints that are resmcung their
performance. Tlowever, it is critical that a part of this plan be a viable
opetations business model that will provide for business and technology
infrastructure that will be the foundatlon for their success.

‘Washingion Siate Liquot Contol Board 6
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Validadon of
Revenue Growth
Projections and
Public Safety
Impacts

- ..resenne forecasts are within 5%
of actudd figares. . reveimsee forecasts
project wn Encrease of srwore than
5% for tlx next bisnriam. . .

o Inereased ¥isk of invorrest
revene projections as the past will
#0 Jonger be @ reflbction of the

Jaure,

VEhile Brre may not be an
Znarease in lguor consumpiion in
Woashington, swore money will need
20 be distribused 7o drng and
wleokal abise treatment progrars
to fread the sanse mumber of

Appendices

We base provided a vomplete
st of owr somrves
and research. ..

Validation of revenue projections revealed that when comparing acinal
revenues to forsausted revenues over the past four fiscal years most
revenue forecasts are within 5% of actual figures. Actual revenues have
exceeded forecasted revenues in each of the past four years on
approximately 2%. Revemue forecasts for the 2006-2007 bieoninm
project a 3.45% growth in 2006 and a 5.3% growth in 2007.

Revenue forecasts have relied heavily on historical data as 2 basis for
determining projections. The WSLCB dees not produce long-term
revenue forecasts as future revenue has remained faiely predictable.
Changes in staffing and infraseructure witl provide increased risk of
ncorrect revenue projections as the past will no longer be a reflection of
the future. Improvements need o be made to the quantity, quality and
reliability of the data used o martage the retail stores.

Based on the analysis of the current revenue forecasts and historical per
capita consumption rates, there is no indication there will be 2 significant

- increase in liquor consumption. National studies on health care indicate

there is a significant growth in alcohol-related illnesses. If the revenue
distribution percentage to drug and alcohol abuse treatment programs is
not increased at essentially the same rate as the growth in healthcare
costs, fewer individuals seeking services will be able to receive them each
yeat. :

We have provided a complete list of our sources and research in the
following;

Appendix A provides a comparison of liquor control states,
including five separate comparisons:

1 Liguor Control Board Structure,

2. Agency/Division Organizational Structure;
3. Agency/Division Functional Structure;

4. XNumber of Licensing Qutlets; and

5. Performance Comparison Data;

®  Appendix B provides the details of the Agencies structure and a
current oxganizational chart;

*  Appendix C provides the RCW’s and WACs relevant to the WSLUB
organization and management structure;

* Appendix D is a list of retail best practices from control states;

* Appendix E is a list of stakeholder interviews; and their respective
organization or position in WSLCB; and

» AppendixF is alist of sources used to conduct research for this
project.

Washington Siate Liquor Control Board - 7
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Section 1 - Introduction
A. Purpose of the Study

Governor Christine Gregoire, in her reappointment letter to the Washington State Liquor Control
Board (WSLCB) Chairman, recognized the progress that the WSLCB had achieved in refocusing
their role to be a policy group, in implementing clarity of direction, and in achieving better resource
utilization. Additionally, she asked for an independent review and report o the following key areas:

"Conduct a review of the Board and the WSLCB management structure and organizatior,
Prepare organizational alternatives including a recommended opamal organizational structure;
Evaluate the WSLCB for performance and operational efficiencies; and
Research and validate projections on revenue growth for the next five o ten years and in hight of
those projections to identify potential public safety challenges related to these projected ends.

* The WSLCB engaged Public Knowledge, LLC in an assessment of its organization to fulfill
Governor Gregoire’s request.

B. Audience

This document provides findings and recommendations with regards to the key areas listed above to
the WSLCB Members, WSLCB Agency Management, and the Governor’s Office.

C. Document Organization

This document is organized into seven sections. Those sections are.

Section Contents

1. Introduction Defines purpose of the study, audience for the report, the

organization of the document, and the project background.

2. Approach Defines approach taken to perform organivational assessment,
including information gathering, developing criteria and
conducting interviews, determining findings, and identifying

recommendations.

. Review of Management

Provides an overview of the WSLCB, criteria and findings

Structure and Otganization used to assess the organizational structure.
4. Alrernatives for the WSLCB’s Provides organizational alternatives and a recommended
Organizatonal Structure and organizational structure,
Recommended Optimal
Organizational Structure

. Evaluation of the WSLCB for

Performance and Operational
Efficiencies

“Washington State Liquor Control Board

Summarizes criteria used o assess the performance of
WSLCB compated to sirnilar states. Evaluates WSLCB
operations and provides recommendations for changes.
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Section Contens _
6. Research/Validation of Provides documentation and validation of the WSLCB -
Projections on Revenue revenue forecast process. Also identifies potential public

Growth including Public Safety  safety impacts from increased projected reveines.

Impacts

© 7. Appendices

D. Terminology

= Appendix A provides a compartison of control states,
including five separate comparisons: :
1. Tiquor Control Board Structurc; ‘
2. Agency/Division Organizational Structure;
3. Agency/Division Functional Structure;
4. Number of Licensing Cutets; and
3. Performance Comparison Data;
_ = Appendix B provides the details of the Ageucmes struchire
and a current organizational chart;
= Appendix C provides the RCW’s and WAC’s relevant to
the WSLCB organization and management structure;
® AppendixDisalistof retal.l best practices from control
states;
® Appendix E is a list of smkeholder interviews; and their
respective organization or position in WSLCB; and
= Appendix F is a list of sources used to conduct research
for this project.

An understanding of the following terms is necessary to have appropriate context for this document:

‘Term Definition
LcB ®  Liquoz Control Board — A generic texm used to xefor ro the oversight boand in
other control states.
WSLCB *  Washmgton Statc Liguor Control Board includes the Board, Agency management
and ke staff.
Board " Refers to the theee appointed Board membexs.
Agency * _Refors to the ompanization that1s respousible for WS1LB operations.
Lxccutive ®  Refors to the board members, the Administeative Director and the Dcputy
Managernent Team Administeativie Dicector,
Bx-officio. Appointed to a positton as a xesult of auother ofﬁcxal position such as a legislator.
Control Statcs Refess to the cighteen satcs that control the distribution and sale of alcohol
Does not include the two “contxolled” countics in Maryland.
Exrernial Stakchokiers  *  Includs pavate and public sccior partuers outside of the WSLCB.
Intwenal Stakcholders  »  Includes WSLCB Board and Agency managanci
Stalcholders ® _References both intcrnal and exrornal seakeholders.
Staff ®  References hne staff in the WSLCB.
Washington State Liquor Control Board 9
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Section 2 - Approach

A. Gather lnfbrmation

It is necessary to have a detailed understanding of an organization’s structre and operations in
order to consider future alternatives and organizational improvements. Public Knowledge, LLC
performed the following tasks to gather initial information on the WSLCB:

* Reviewed relevant documentation including:

Agency reports;

The WSLCB Strategic Plan;

The WSLCB Retatl Business Plan and other Division Plans;
Previous third party studies of the WSLCB;

Relevant statutes and administrative rules;

»  Visited the WSLCB Distribution Center; and

®»  Performed interviews as defined in the next section.

A result of these tasks was the identfication of several principles and legistative intent that
historically have guided the work of the WSLCB. These principles include:

* The WSLCB has a balanced mission of preventing the misuse of alcohol by contxolling its
distribution and providing revenue to state and local government through sales and good
Customer service; : :

There are limits upon gubernatorial influence through the staggered terms of Board members,

* There should be appropriate checks.and balances among the Governor, Legislature, and the
WSLCB;

The WSLCB will be prohibited from the stimulation of demand for liquor consumption; and

* Revemues should provide funding for cities, counties, health services, education prevention, and

research, as well as the State General Fund.

The recommendations made in this reportwill be compatible with and support those principles.

B. Develop Assessment Criteria and Conduct Interviews

The foundation of our organizational assessment was a set of criteria for reviewing the current
organization and pecformance of the WSLCB. The criteria were developed based on:

Our experience completing similar assessments 1n other public agencics;

Information obtained from industry best practices;

Documentation of organizational structures in other control states;

Suggested standards for assessing noa-profit boards from various sources; and

Interviews with Board members, the WSLCB Administrative Director, and Deputy, WSLCB
managers and external stakeholders.
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Public Knowledge, LLC conducted interviews with:

Board members;

WSLCB Administrative D;rec tor, Deputy and Managerial staff;

Chief of Sraff, Washington Depactment of Transportation;

Washington Lottery Director;

Executive Director, Oregon Liquor Commission;

Washington regulatory agencies that utilize boards or commissions as part of their organizational

structure. They included:

The Washington Lottery Comemission,

The Washingron Gambling Commission;

The Washington State Building Code Council;

The Washington State Conservation Commission,

The Washington State Board of Accountancy; .

. The Washington State TTorse Racing Comenission,

* Washington State Liquor Control Board private sector stakeholders including:

The Washington Beer and Wine Wholesalers Association;

Washington Association of Liquor Agents;

Washington Food Industry;

Distillers Representatives Association;

Washington Restaurant Association;

Washington Wine Commission and Wine Insttute,

Local Union 104;

Executive Director of the National Alcohol Beverage Control Assoaauon, and
#  The Washington State Public Employees Association.

Appendix E prcndes a complete st of stakeholder interviews, their representative crganuauons

and/or positions in the WSLCB.

C. Determine Findings and Identify Recommendations

Findings for each criterion were based on reviews and analysis of WSLCB reports and other
documents, a survey of best practices in other states, comparisons with other control states, visits to
the WSLCB Distribution Center, its counterpart in Oregon consistent themes across interviews
with stakeholders and our experience with public agencies. The remainder of this report provides
our findings and recommendations for the WSLCB.

D. Prepare Draft Report and Review with WSLCB Executive
Management Team

The draft report and recommendations were presented to the WSLCB Executive Management
Team (EMT). The assumptions and rationale for the recommendations was presented and
discussed. EMT suggested some further analyses and these were completed. Following the
presentation, EMT members provided general comments, suggested changes and completed a brief
survey assessing opinions on some the key rationale for the recommendations. This draft
mcorpcmtes the added analyses and revision to the recommendations based, patt, on the
suggestions and survey results.
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Section 3 — Review of Management Structure and
Organization

This section provides an overview of the WSLCB, a comparison to other Washington State
commissions and boards and the criteria and findings used in our review of the management
structure and organization. Documentation on the organizational stucture of other control states is
found in Appendix A.

A. WSLCB Overview

The 18th Amendment to the Constitution of the United States banned the manufacture, sale or
transport of liquor and began what is commonly called Prohibition. In 1933, the 21st Amendment
to the Constitution ended Prohibition and provided states complete authority to regulate the
distribution and sale of liquor. That same yeat, the Washington State Legislature passed the Steele
Act creating the Washington State Liquor Control Board. Under this legislation, control of liquor
distributions was established though state ownership of liquor stores and strict regulations for any
establishment thatsold liquor, beer, or wine. ’

At the end of 1934, there were 46 state liquor stores, 105 contract stores and 6,400 licensed retailers
selling beer and wine. In 2005, there are 161 state stores, 154 contract stores and approximately
13,500 licensed retailers.

States are divided into two types of alcohol distribution: control states and license states. Both types
of states regulate the distribution and sale of alcohol through licensing of liquor outlets, limiting
hours of operation, taxation and various other methods. Control states, also known as monopolies,
differ from license states, or open environments, as they actmally take control of the product at some
point in the distribution cycle and become the exclusive seller.

Washington state regulates the sale and distribution of alcoholic beverages theough a three-tier
systemn (manufacturer, wholesaler and importer, and retailer). In Washington, the state is the sole
distributor and retailer of spirits through LCB’s 161 state and contract liquor stores. Restaurants

-and other businesses licensed to sell spirits must obtain their spirits from a state-run or contract

liquor store. Beer and wine are distributed and scld by the private sector. Grocery stores and other
businesses licensed to sell beer and wine must buy their products from a Washington-licensed
distributor or importex, or 2 Washington winery or brewery. Manufacturers and distributors of beer
and wine are required to mack up their prices 2 minimum of 10 percent above production or
acquisition cost.

In large part, control systerns serve the dual mission of ensuring maxinum revenue and protecting
the public through conwolling the manufacture, distribution and retail sales of alcohol. As a control
state, Washington believes that moderation can best be achieved by neither promo ting nor
encouraging the consumption of akohol, but by prevention of misuse through education,
enforcement and controlled distibution.

Washington is one of eighteen states that control and regulate liquor at the wholesale level and one
of thirteen states thatalso control retail sales. WSLCB is also responsible for the enforcement of

Washingion Siate Liquox Control Board 12

Resp to Costeco RFP
P08514

TX587-018



